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Presentation on Royalty Sharinq in Paraho Ute 0il Shale Project

Th'is i tem was el 'imi nated f rom the aqenda.

Request for Relief of M'inimum Royalt.v Payment on Tosco 0il Shale Lease

Tosco Corporation has requested that the Board of State Lands and Forestry
amend the provisions of the unit agreement and cooperative plan of development
for the development and operation of the Sand Wash Plan Area, Uintah County,
Utah. Section 7 of this igreement proviAFTtET-comrnencing january 1, .l984;

the unit operator, Tosco corporation, will pay to the State of Utah ejther
production royalties or minimum roya'lties equal to $5 per acre and that these
minimum royalties will be increased $5 per acre per year until 1993 at whjch
time the rental will be $50 per acre. The argument that Tosco gives for this
request iS, first, that the payment of these minimum royaltjes would put Tosco
at an economic disadvantage with the other oil shale operators in the Uintah
Basin and, second, that the l98l general sessjon of the Utah Legislature
amended Title 65-'l-.|8, Utah Code Annotated, to ljmit the amount of mjnimum
roya'lties which can be charged a mineral lessee to three tjmes the annual
rental, in this case it would be $3.00 per acre. fhis unit agreement was
approved by the Board in 1975 at the request of Tosco for the development of
oil shale operations on certain State leases in central Ujntah County. These
leases were about to exp'ire at that time, and the unit extended those leases.
The Board at that time felt that, to insure the development of these
properties, the unit operator should be requ'ired to make a development
cormitment which is contained in Section 8 of the agreement; and it required
that the operator spend a minimum of $8 mi'llion by December 31, 1984, toward
the development of the leased area. It also provided for the payrnent of
minimum roya'lties as outlined above.
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B. PTqGRAM & STAFF RECoMMENDATI0NS (CoNT'D)

3. Request for Relief of Min. Royalty Payment - Tosco 0il Shale Lease (cont'd)

It js the feeling of Mr. Prince, of the Staff, that this agreement was entered
into with Tosco knowing exactly what requirements they were going to have to
I ive with and that they were wi'l1ing to pay the amounts conti'ined 'in the
agreemcnt for the privi'lege of retaining the oi'l shale leases cin thc State'lands involved. It shou'ld not be the State giving up our benefits from this
agreement because of economic conditjons which now make the development of oil
shale appear to be more in the future than it was at the time this agreement
was approved. Mr. Prince submitted Tosco's proposa'l to the Attorney General's
0ffice for their review as to the effect of the amendment of Tjtle 55-l-18;
and subject to their advice, jt is Mr. Prjnce's reconmendation that the
request of Tosco Corporation be denied.

Tony Ranpton, attorney for Tosco, and Mr. 0ixon Shay, of Tosco Corporation,
appeared before the Board to present their position. They gave the Board a
written statement stat'ing their position. Tosco believes that the deferrment
request submitted to the Board should be granted for the following reasons (as
taken frcrn the written statement subnjtted to the Board):

"First, under present circumstances, the underlying rationale for Tosco's
obligation to pay minjmr.rn royalties in lieu of production has been at least
temporarily'inval'idated. Tosco originally offered to conmit to royalty
ob'l'igat'ions in lieu of production to provide the State with a means for
discourag'ing any incl'ination by Tosco to hold the leases cormitted to the Unit
Agreement beyond the'ir primary terms for speculative purposes. The need fon
this negative incentive was based, in part, on the assumption that, by 1983,
shale oil could be profitably produced from the leases and that Tosco's
leasehold pos'ition would, by then, be qujte valuable. As'ind'icated
prev'ious1y, horever, Tosco does not present'ly have the option, despite
vigorous planning and substantjal jnvestment in the project, to proceed with
the construction and operat'ion of the project on a profitable basjs. The
absence of serious bidding activity in response to the State's recent oil
shale lease offering appears to confirm a significant decline in the perceived
present value of the reserves. In add'ition, given present crude oil price
projections, it is doubtful whether the reserves will experience any
significant increase jn value over the next several years. As a result, the
m'inimum roya)ty obligation does not presently fulfill the original objective
of d'iscouraging speculative ownership. 0n the contrary, jt significantly
increases the cost of preserving the feasibility of the project at a time when
cost control js of crucial importance to Tosco. Gjven the fourth to five year
lead time required for plant construction and the general consensus that
internatjonal ojl prices will remain stable for at least the next two years,jt is extremely un'like'ly that Tosco wi I I be in a posit jon to produce any shale
oil from the Sand Wash leases any earljer than five to seven years from now.
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B. PRoGRM & STAFF REC0MMEN0ATIoNS (CoNT'D)

3. Reguest for Reljef of Min. Royalty Payment - Tosco 0'il Shale Lease (cont'd)

''Second, Tosco's performance to date has been completely inconsistent with any
intent to hold the leases for specu'lat'ive purposes. Under the Unit Agreement,
Tosco igreqq-to make_developmelt expenditures for the project amountiig to at
least $8 million.by December 31, 1984. As indicated in the Progress R6port
submitted to the Divjsion of State Lands and Forestry in Aprit of t983, Tosco
has expendcd more than $.|7 million in planning and development expensei by
year end 

.l982. In addition to 'its engineering, environmental, permitt'ing, and
rescrve consolidation activities, Tosco has qualified the project for eniigy
tax cred'its which could be worth $50 million to $300 mi11ion, depending on-the
ultimatc sca'le of the project. It is high'ly unlikely that the pbtentiil tax
savings associated with these credits (which are equivalent to partia'l project
financing) can be realized by any entity other than Tosco and jts future joint
venture partners.

"Third, Tosco's development work as a State tenant has materially enhanced the
value of the State's rescrve position. As shown on the map attached to th'is
statement (note Attachment l), the reserves origina'l1y leased by Tosco were
scattered and noncontiguous. In a number of jnstances, the leases covered
reserves too small and too isolated to warrant serious consideration as sites
which cou-ld support commercial production. The ultimate reserve configuration
which will result from Tosco's prior and on-going neserve consolidat'ion
program is shown on this map by the heavy dashed border. The consolidation
should greatly reduce the cost and increase the efficiency of development
operations conducted above and below ground at the Sand Wash Project. l,le
bel'ieve that the State will continue to derive material benefits from Tosco's
participat'ion as a lease tenant jn the future and that it'is in the best'interest of the State to preserve th'is relationship. particularly under
the coord'inated adminjstration assured by the Unit Agreement.

"Fourth, the requested deferment is consistent with actions taken by the Board
in response to the extension requests of other oil shale tenants. In these
other cases, the Board has granted requestS for extensions of the primary
terms of I eases i n return f or devel opment expendi ture cornm'itments but wi thout
requiring payment of minimum royalties for acreage to be affecteO EftfE-
tenant's development pians during the perjod of the requested extens'ions. For
example, in 1979 th'is Board extended for 10 years beyond their primary term(i.e., to December 31, .|993) 

Magic Cjrcle's cornmitted oil shale leases upon
condit'ion only that development expenditures in the amount of $5 million be
made by December 31, .|983. As ind'icated previously, Tosco's development
expenditures already amount to more than twice the sums required by the Unit
Agreement. Under the circumstances, we believe that a favorable response to
the deferment reguest is both equ'itable and consistent with orior Board
dec i si ons.
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B. PROGRAM & STAFF RECOMMENDATIONS {CONT'D)

{ Request f or Rel'ief of Mi n. Royal ty Payment - Tosco 0i I Sha'le Lease (cont'd )

"F'ifth, the impending exchange has raised a number of procedural issues which
will have a significant impact on the future rights and ob'ligations of both
the State and Tosco. Settlernent of these issues (which jnclude chojce of form
of lease, magnitude and timing of rental and royalty payments, length of
primary term of new 'leases, etc. ) are not governed by the terms of the
existing Unit Agreement, were largely unforeseen by the part'ies, and will
require cooperation and compromise to reso'lve. In addition, nejther Tosco nor
the State knows exactly how much reserve acreage will be acquired by the State
through the exchange. Tosco believes that it is 'inappropriate to require
prepay{nent of minimum rentals and royalties for the year .l984 

based upon
reserve acreage which may not be final'ly determined until the second or third
quarter of 1984.

"Sixth, as i nd'icated by the recital s of the Un'it Agreement, both parties
acknowledged at the t'ime of its executjon that the agreement was experimental
in nature and might have to be modified, from tjme to time, to protect the
'interests of the State of Utah. The State has a substantial interest in the
potenti a'l success of the Sand Wash Project. At the present t'ime, any material
increase in the financjal burdens assoc'iated w'ith the leases and Unit
Agreement will make jt more difficult for Tosco to susta'in'its cormitment to
the project. The temporary alleviation of minimum royalty obligations sought
by the deferment request wi'11 assure Tosco's abiljty to contjnue jts
participation as a tenant for at least an additional five years. As indjcated
previously, we believe that the State has benefitted from fosco's
partjcipat'ion in the past and will contjnue to do so jn the futre. We do not
believe that the requested action will estab'lish any damaging precedent for
the Board because the Sand Wash Unjt is at present a unique arrangement within
the State of Utah. The structure of future oi'l shale unit agreements will
tend to ref'lect the spec'if ic characterist jcs of the reserves con'rni tted to the
units and the indiv'idual needs and objectives of the parties at the time of
the negotiation of such agreements."

Mr. Shay noted that Tosco js also willing to make some concessions to the
State'in the preference-right lease by relinquishing 15 of the 20 years in the
leases that they would acquire jn the exchange. This would give the State the
opportunity to release the lands after the five-year period if the unit should
not succeed. After thjs land js blocked up, jt will be the largest block of
o1'l shale in the State. Mr. Prince, of the Staff, stated that the State now

has four exchanges pending to acquire oil shale for different companies. Mr.
Rampton stated that this project js in an advanced stage of readiness. Ihey
are only waiting for it to become economica'l1y viable to produce oil shale.
Mr. Shay noted that a great many issues have arisen since the beginning of the
exchange that were not covered by the agreement. Some of these have made jt
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PR0GRM & STAFF RECoMMENDATIoNS (CoNT'D)

Request for Relief of Min. Royalty Payrnent - Tosco 0'il Shale Lease (cont'd)

necessary to make this request. However, the Staff genera'l1y feels that there
is Adequate language in the unit agreement to cover these items. Mr. Shay
stated this js a very difficult financial tjme for Tosco and this is the only
reason they are requesting this. Mrs. Stirba noted that Sectio-n 65-'l- 18, Utah
Code Annotated, states that the'leases issued shall be for 2O-year terms.
However, there is another section of the code that permits the Board to modify
lease terms when conmitted to a unit agreement and p'lan of operation. Mr.
Rampton stated he does fee'l that the statute regarding unit agreements does
give the Board authority to amend the lease terms through unit agreement. He

also stated that there was some questions as to whether or not Section 65-l-.I8
applied to leases acquired under preference-right means.

After much discussion of this, the Board stated that they did have a
responsibility to the trust, but that they were also very synpathetic to the
financ'ial status of Tosco. The Board generally felt that in essence we were
in partnership with the development of the oil shale with Tosco and that we

needed to help them when possible.

St. John/ Furse. Mot'ion passed.

"I move we amend the royalty schedule to a rate of $3.00 for the next five
years wjth the provision that the preference-right leases be for five
years as offered by Tosco and that if the leases are sold in the jnterim
that we would revert to the royalty in the unit agreement schedule as per
the original agreement."

Mr. Ross and Mr. Chase opposed. Mr. Rattle abstained.

It'is the understanding of both partjes that the following are the provisions
which, if accepted by Tosco, would have to be met to meet the Board's
requirements for approval of this request:

l. M'inimum royalty rates for the next five years would be frozen at a fixed
rate of $3.00 per acre per year (the annual rental rate of $1.00 per acre per
year would be credited against this annual minimum noyalty rate).

2. In 1989 royalty rates would increase to $5.00 per acre per year and

continue to escalate at a rate of 55.00 per acre per year for the following
n'ine years.

3. In the event that Tosco sells or assigns all of jts'interest in the
unitized leases to a third party af ter the royal ty rates are mod'if ied, the
purchaser's minimum royalty rates would escalate, prospectjvely from the date
of sale or assignment, to the present royalty rates in accordance with the
current schedules (Tosco understands that such a sale or assignment could not
be accomo'lished wi thout the Board's consent) .
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B. PROGRM & STAFF RECOMMENDATIONS (CONT'D)

3. Reguest for Relief of Min. Rova'ltv Pavment - Tosco 0'il Shale Lease (cont'd'l

4. Tosco must relinquish through appropriate amendments to the Unit Agreement
15 years of the 20-year primary term for all new leases covering reserve
acreage acquired through the exchange.

5. Tosco must accept the Board's offer on or before the Board's regular
meeting in February.

6. Tosco's obligation to pay m'inimum royalty for .1984 (at either the existing
55.00 rate or the proposed $3.00 rate) wil'l be postponed from January 1, 1984;
to March l, .I984, pending Tosco's consideration of the Board's counter-offer.

Tosco representatives noted that they would have to confer with their
management people to see if thjs was an acceptable altarnatjve for them. The
Board gave adnin'istrative authority to the Director to defer the January
royalty payment.

Bernarr / Sawyers. Unanimously approved.

"I move we defer the January m'inimum royalty payrnent for 60 days to allow
Tosco to confer with their management people on this proposal."

4. Creation of Area of Critical Environmental Concern - Bearclaw Poppy

The Staff briefed the Board in the September, 
.|983, 

Board MeeL'ing about the
possibility of creating an "area of critical environmental concern" to protect
an endangered species, the Dwarf Bearclaw Poppy.

Mr. Carter, of the Staff, proposes to create an area of crjtical environmental
concern to protect and aid in the recovery of the Dwarf Bearclaw Poppy, an
endangered species endemic to the St. George area. Said proposal consists of
two actions: I - Closure of area to off-noad vehicle use; and 2 -
Restrictjons placed upon mining exploratjon and production. The areas where
the poppy grows will be closed to all off-road vehicle traffic. The area will
be signed and posted so the publjc wi'll know that off-road vehjcle use is
prohibited on those lands. The area will be sporadically patrolled by Bureau
of Land Management personnel and State Lands and Forestry personnel to
determine if excessive use js occuring. If excessive use is occuring, it is
proposed that the D'ivisjon and the Buneau of Land Management will enter jnto a
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